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section 501(c)(3) status of such organi-
zation, or 

(2) The value of the net assets of such 
organization. 

(b) Transfers not subject to section 
507(c). Private foundations which make 
transfers described in section 
507(b)(1)(A) or (2) are not subject to the 
tax imposed under section 507(c) with 
respect to such transfers unless the 
provisions of section 507(a) become ap-
plicable. See §§ 1.507–1(b), 1.507–2(a)(6) 
and 1.507–3(d). 

[T.D. 7233, 37 FR 28161, Dec. 21, 1972] 

§ 1.507–5 Aggregate tax benefit; in gen-
eral. 

(a) General rule. For purposes of sec-
tion 507(c)(1), the aggregate tax benefit 
resulting from the section 501(c)(3) sta-
tus of any private foundation is the 
sum of: 

(1) The aggregate increases in tax 
under chapters 1, 11, and 12 (or the cor-
responding provisions of prior law) 
which would have been imposed with 
respect to all substantial contributors 
to the foundation if deductions for all 
contributions made by such contribu-
tors to the foundation after February 
28, 1913, had been disallowed, 

(2) The aggregate increases in tax 
under chapter 1 (or the corresponding 
provisions of prior law) which would 
have been imposed with respect to the 
income of the private foundation for 
taxable years beginning after Decem-
ber 31, 1912, if (i) it had not been ex-
empt from tax under section 501(a) (or 
the corresponding provisions of prior 
law), and (ii) in the case of a trust, de-
ductions under section 642(c) (or the 
corresponding provisions of prior law) 
had been limited to 20 percent of the 
taxable income of the trust (computed 
without the benefit of section 642(c) 
but with the benefit of section 
170(b)(1)(A)), 

(3) The amount succeeded to from 
transferors under § 1.507–3(a) and sec-
tion 507(b)(2), and 

(4) Interest on the increases in tax 
determined under subparagraphs (1), 
(2), and (3) of this paragraph from the 
first date on which each such increase 
would have been due and payable to the 
date on which the organization ceases 
to be a private foundation. 

(b) Contributions. In computing the 
amount of the aggregate increases in 
tax under subparagraph (1) of this para-
graph, all deductions attributable to a 
particular contribution shall be in-
cluded. For example, if a substantial 
contributor has taken deductions 
under sections 170 and 2522 (or the cor-
responding provisions of prior law) 
with respect to the same contribution, 
the amount of each deduction shall be 
included in the computations under 
section 507(d)(1)(A). Accordingly, the 
aggregate tax benefit may exceed the 
fair market value of the property 
transferred. 

[T.D. 7233, 37 FR 28161, Dec. 21, 1972] 

§ 1.507–6 Substantial contributor de-
fined. 

(a) Definition—(1) In general. Except 
as provided in subparagraph (2) of this 
paragraph, the term substantial contrib-
utor means, with respect to a private 
foundation, any person (within the 
meaning of section 7701(a)(1)), whether 
or not exempt from taxation under sec-
tion 501(a), who contributed or be-
queathed an aggregate amount of more 
than $5,000 to the private foundation, if 
such amount is more than 2 percent of 
the total contributions and bequests 
received by the private foundation be-
fore the close of the taxable year of the 
private foundation in which a contribu-
tion or bequest is received by the foun-
dation from such person. In the case of 
a trust, the term substantial contributor 
also means the creator of the trust. 
Such term does not include a govern-
mental unit described in section 
170(c)(1). 

(2) Special rules. For purposes of sec-
tions 170(b)(1)(E)(iii), 507(d)(1), 508(d), 
509(a) (1) and (3), and chapter 42, the 
term substantial contributor shall not 
include an organization which is de-
scribed in section 509(a) (1), (2), or (3) or 
any other organization which is wholly 
owned by such section 509(a) (1), (2), or 
(3) organization. Furthermore, taking 
section 4941 (relating to taxes on self- 
dealing) in context, it would unduly re-
strict the activities of private founda-
tions if the term substantial contributor 
were to include any section 501(c)(3) or-
ganizations. It was not intended, for 
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example, that a large grant for chari-
table purposes from one private foun-
dation to another world forever pre-
clude the latter from making any 
grants to, or otherwise dealing with, 
the former. Accordingly, for purposes 
of section 4941 only, the term substan-
tial contributor shall not only include 
any organization which is described in 
section 501(c)(3) (other than an organi-
zation described in section 509(a)(4)). 

(b) Determination of substantial con-
tributor—(1) In general. In determining 
under paragraph (a) of this section 
whether the aggregate of contributions 
and bequests from a person exceeds 2 
percent of the total contributions and 
bequests received by a private founda-
tion, both the total of such amounts 
received by the private foundation, and 
the aggregate of such amounts contrib-
uted and bequeathed by such person, 
shall be determined as of the last day 
of each taxable year commencing with 
the first taxable year ending after Oc-
tober 9, 1969. Generally, under section 
507(d)(2) and this section, except for 
purposes of valuation under section 
507(d)(2)(B)(i), all contributions and be-
quests made before October 9, 1969, are 
deemed to have been made on October 
9, 1969. For purposes of section 509(a)(2) 
and the support test described in 
§ 1.509(a)–3(c), contributions and be-
quests before October 9, 1969, will be 
taken into account in the year when 
actually made. For example, in the 
case of a contribution or bequest of 
$6,000 in 1967, such contribution or be-
quest shall be treated as made by a 
substantial contributor in 1967 for pur-
poses of section 509(a)(2) and § 1.509(a)– 
3(c) if such person met the $5,000—2 
percent test as of December 31, 1967, 
and December 31, 1969 (in the case of a 
calendar year accounting period). Al-
though the determination of the per-
centage of total contributions and be-
quests represented by a given donor’s 
contributions and bequests is not made 
until the end of the foundation’s tax-
able year, a donor is a substantial con-
tributor as of the first date when the 
foundation received from him an 
amount sufficient to make him a sub-
stantial contributor. Except as other-
wise provided in this subparagraph, 
such amount is treated for all purposes 
as made by a substantial contributor. 

Thus, the total contributions and be-
quests received by the private founda-
tion from all persons, and the aggre-
gate contributions and bequests made 
by a particular person, are to be deter-
mined as of December 31, 1969 (in the 
case of a calendar year organization 
which was in existence on that date), 
and the amounts included in each re-
spective total would be all contribu-
tions and bequests received by the or-
ganization on or before that date, and 
all contributions and bequests made by 
the person on or before that date. 
Thereafter, a similar determination is 
to be made with respect to such private 
foundation as of the end of each of its 
succeeding taxable years. Status as a 
substantial contributor, however, will 
date from the time when the donor 
first met the $5,000 and 2 percent test. 
Once a person is a substantial contrib-
utor with respect to a private founda-
tion, he remains a substantial contrib-
utor even though he might not be so 
classified if a determination were first 
made at some later date. For instance, 
even though the aggregate contribu-
tions and bequests of a person become 
less than 2 percent of the total received 
by a private foundation (for example, 
because of subsequent contributions 
and bequests by other persons), such 
person remains a substantial contrib-
utor with respect to the foundation. 

(2) Examples. The provisions of para-
graph (a) of this section and this para-
graph (b) may be illustrated by the fol-
lowing examples: 

Example 1. On January 1, 1968, A, an indi-
vidual, gave $4,500 to M, a private foundation 
on a calendar year basis. On June 1, 1969, A 
gave M the further sum of $1,500. Throughout 
its existence, through December 31, 1969, M 
has received $250,000 in contributions and be-
quests from all sources. As of June 1, 1969, A 
is a substantial contributor to M for pur-
poses of section 509(a)(2). 

Example 2. On September 9, 1966, B, an indi-
vidual, gave $3,500 to N, a private foundation 
on a calendar year basis. On March 15, 1970, 
B gave N the further sum of $3,500. Through-
out its existence, through December 31, 1970, 
N has received $200,000 in contributions and 
bequests from all sources. B is a substantial 
contributor to N as of March 15, 1970, since 
that is the first date on which his contribu-
tions met the 2 percent-$5,000 test. 

Example 3. On July 21, 1964, X, a corpora-
tion, gave $2,000 to O, a private foundation 
on a calendar year basis. As of December 31, 
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1969, O had received $150,000 from all sources. 
On September 17, 1970, X gave O the further 
sum of $3,100. Through September 17, 1970, O 
had received $245,000 from all sources as total 
contributions and bequests. Between Sep-
tember 17, 1970, and December 31, 1970, how-
ever, O received $50,000 in contributions and 
bequests from others. X is not a substantial 
contributor to O, since X’s contributions to 
O were not more than 2 percent of the total 
contributions and bequests received by O by 
December 31, 1970, the end of O’s taxable 
year, even though X’s contributions met that 
test at one point during the year. 

Example 4. On September 16, 1970, C, an in-
dividual, gave $10,000 to P, a private founda-
tion on a calendar year basis. Throughout its 
existence, and through December 31, 1970, the 
close of its taxable year, P had received a 
total of $100,000 in contributions and be-
quests. On January 3, 1971, P received a be-
quest of $1 million. C is a substantial con-
tributor to P since he was a substantial con-
tributor as of September 16, 1970, and there-
fore remains one even though he no longer 
meets the 2-percent test on a later date after 
the end of the taxable year of the foundation 
in which he first became a substantial con-
tributor. 

(c) Special rules—(1) Contributions de-
fined. The term contribution shall, for 
purposes of section 507(d)(2), have the 
same meaning as such term has under 
section 170(c) and also include be-
quests, legacies, devises, and transfers 
within the meaning of section 2055 or 
2106(a)(2). Thus, for purposes of section 
507(d)(2), any payment of money or 
transfer of property without adequate 
consideration shall be considered a con-
tribution. Where payment is made or 
property transferred as consideration 
for admissions, sales of merchandise, 
performance of services, or furnishing 
of facilities to the donor, the qualifica-
tion of all or any part of such payment 
or transfer as a contribution under sec-
tion 170(c) shall determine whether and 
to what extent such payment or trans-
fer constitutes a contribution under sec-
tion 507(d)(2). 

(2) Valuation of contributions and be-
quests. Each contribution or bequest to 
a private foundation shall be valued at 
fair market value when actually re-
ceived by the private foundation. 

(3) Contributions and bequests by a 
spouse. An individual shall be consid-
ered, for purposes of this section, to 
have made all contributions and be-
quests made by his spouse during the 
period of their marriage. Thus, for ex-

ample, where W contributed $500,000 to 
P, a private foundation, in 1941 and 
that amount exceeded 2 percent of the 
total contributions received by P as of 
the end of P’s first taxable year ending 
after October 9, 1969, H (W’s spouse at 
the time of the 1941 gift) is considered 
to have made such contribution (even 
if W died prior to October 9, 1969, or 
their marriage was otherwise termi-
nated prior to such date). Similarly, 
any bequest or devise shall be treated 
as having been made by the decedent’s 
surviving spouse. 

[T.D. 7241, 37 FR 28743, Dec. 29, 1972; 38 FR 
24206, Sept. 6, 1973] 

§ 1.507–7 Value of assets. 

(a) In general. For purposes of section 
507(c), the value of the net assets shall 
be determined at whichever time such 
value is higher: 

(1) The first day on which action is 
taken by the organization which cul-
minates in its ceasing to be a private 
foundation, or 

(2) The date on which it ceases to be 
a private foundation. 

(b) Valuation dates. (1) In the case of 
a termination under section 507(a)(1), 
the date referred to in paragraph (a)(1) 
of this section shall be the date on 
which the terminating foundation 
gives the notification described in sec-
tion 507(a)(1). 

(2) In the case of a termination under 
section 507(a)(2), the date referred to in 
paragraph (a)(1) of this section shall be 
the date of occurrence of the willful 
and flagrant act (or failure to act) or 
the first of the series of willful re-
peated acts (or failures to act) giving 
rise to liability for tax under chapter 
42 and the imposition of tax under sec-
tion 507(a)(2). 

(c) Fair market value. For purposes of 
this section, fair market value shall be 
determined pursuant to the provisions 
of § 53.4942(a)–2(c)(4) of this chapter. 

(d) Net assets. For purposes of section 
507 and the regulations thereunder, the 
term net assets shall mean the gross as-
sets of a private foundation reduced by 
all liabilities of the foundation, includ-
ing appropriate estimated and contin-
gent liabilities. Thus, a determination 
of net assets may reflect reductions for 
any liability or contingent liability for 
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